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PROPOSED AMENDMENTS TO THE ROAD USER CHARGES
LEGISLATION TO INCREASE THE UPTAKE OF LOW EMISSION
VEHICLES

Purpose

1.

To provide you with advice on a range of potential changes to theyRoad User
Charges Act 2012 (the RUC Act) and its associated regulations to help increase the
uptake of low emission vehicles.

2. It asks that you agree:
2.1. to seek Cabinet’s agreement to consult on.aproposal to extend the end date
for the light electric vehicle (EV)/RUC exemption until 31 March 2025, through
a new regulation made in 2021 andthat'this proceed separately from the rest
of the matters discussed in this paper
2.2.  which other possible\changesito,the RUC Act you wish to seek Cabinet’s
agreement to publicly consult-on in order to increase the uptake of low carbon
fuels such aghydrogen
Key points

RUC rates are currently set based on distance travelled and vehicle weight. They are
set to recover the costs of maintaining the land transport system and to pay for the
damage towoads that heavy vehicles cause. There is interest in changing the RUC
system to-also allow environmental costs to be considered when setting RUC rates.
This ehange in approach would require substantive amendments to the purpose and
body-of'the RUC Act.

The briefing is structured to cover several major issues:

o making a regulation to extend the end date for the existing RUC exemption for
light EVs

o amending the RUC Act to enable an extension of the end date for the existing
RUC exemption for heavy EVs

o amending the RUC Act to enable the creation of a RUC exemption for
vehicles using low carbon fuels other than electricity, such as hydrogen
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o amending the RUC Act to enable the setting of reduced (partial) RUC rates for
vehicles using a low carbon fuel including electricity, hydrogen or biofuels,
rather than a complete exemption.

Revenue foregone from a RUC exemption (or from reduced RUC rates) directly
affects the amount of funds available to be spent on other parts of the transport
system. RUC exemptions need to be considered in the context of other spending
priorities as set out in the Government Policy Statement on Land Transport.

This briefing paper recommends you agree that the Ministry should prepare a Cabinet
Paper seeking agreement to extend the end date for the light EV RUC exemption until
31 March 2025. This change needs to be implemented before the end of 2021 and
should proceed separately from other recommendations outlined in this briefing
paper. The new end date reflects when we expect the number of light EVs to teach
two percent of the light vehicle fleet. It is also consistent with the recent Cahinet
decision to establish a light vehicle CO2 emissions target for 2025.

The briefing paper notes that the legislative changes to.€nable new\exemptions from
paying RUC for low carbon vehicles, such as those powered by\hydrogen, are
significant. There is currently a lack of good evidence-for many\of the policies. It
therefore proposes that Cabinet agreement is sought'to consult on these and other
changes through a discussion document, rather than progressing immediately to draft
legislation.

Government support for vehicles using/ow carbon fuels, other than electricity, can be
provided more rapidly through direct financial.support from existing and newly
developed funds while vehicle numbers are {ew. It is therefore appropriate to take
time to thoroughly consider the”implications of making changes to the RUC
legislation.

If the RUC Act is to be amended; there are a range of other amendments to improve
the RUC system fmere’generally that could be considered at the same time. We have
provided you & campanionriefing on these matters [OC210080 refers].

We propose preparing two Cabinet papers. The first would be for you to take to
Cabinet innApril2021 for agreement to consult on the proposed change to the light EV
RUC exemptien end date. We would expect consultation to occur for the usual six
weeks in May'or June and regulations to be ready for submission to Cabinet by July
2021.

The'second Cabinet paper would seek Cabinet’'s agreement to consult on the other
proposed changes, both in this paper and its companion which discusses potential
technical amendments. It would be difficult to provide the second paper by April as we
require additional time to prepare the planned discussion document and other
necessary materials. We would expect to provide this material to you for submission
to Cabinet by July 2021. At that time, you would ask Cabinet’s agreement to release
the discussion document for public consultation.

Consultation on such a complex package of changes to the RUC System is expected
to take at least six months. We would expect to provide advice on a final package of
amendments in early 2022. We would then expect that any resulting legislative
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changes would be implemented in 2023, but this is dependent on the speed with
which Parliament is able to consider the legislation.

Because the intent is to carry out public consultation before moving to draft any
legislation, final decisions are not needed on the detail of the policy issues raised in
this paper at this time.

Recommendations

3.

We recommend you:

1

10

note that in 2016 Cabinet agreed that the RUC exemption for light EVs
would remain in place until two percent of the light vehicle fleet was electri¢
and that this was expected to be in 2021. This target is now expected torbe
reached in 2024 or 2025

agree that the Ministry of Transport should prepare a Gabinet papéer_seeking
agreement to prepare an amendment regulation to change the light EV RUC
exemption end date, so the regulation can be implemented.before the end of
2021

agree that the proposed extended end date.forthe light EV RUC exemption
in the Cabinet paper should be 31 March 2025

note that the proposed Cabinet paperwill alseiinclude other minor and non-
controversial amendments to RUC rates that.we will brief you on separately

agree that the remaining preposed changes set out in this briefing be subject
to public consultation through a discussion document

agree that the Ministry,prepares a second Cabinet paper to seek Cabinet’s
agreement to relgase this discussion document for public consultation in July
2021

agree that thediscussion document include the following matters for
consultation:

7.1/ that the 'end date for the heavy EV RUC exemption be able to be
extéended for more than five years

7.2 «.that the end date for the heavy EV RUC exemption is set for 31 March
2030, once the RUC Act is amended

note that it would be inconsistent with the RUC Act’s current purpose to
exempt hydrogen fuel cell electric vehicles (HFCEVS), or vehicles using other
low carbon fuels, from paying RUC and it would be preferable to amend this
before any other changes are made

note that changing the purpose of the RUC Act would be a significant policy
change

note that Government support for vehicles using low carbon fuels, other than
electricity, can be provided through direct financial support from existing and
newly developed funds (including the Low Emission Vehicles Contestable
Fund) and that changes to RUC legislation to support these fuels are not
needed immediately
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Yes / No
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Page 3 of 22



11

12

13

14

15

16

UNCLASSIFIED

agree that the discussion document include the following matters for
consultation:

11.1 that the purpose of the RUC Act is amended to be: to impose charges Yes / No
on RUC vehicles for their use of the roads that are in proportion to the
costs that the vehicles generate while also considering their
contribution to meeting the emissions reduction target in the Climate
Change Response Act 2002

11.2 whether other environmental costs associated with RUC vehicles, such Yes / No
as harmful emissions, should be able to be considered when setting
RUC rates

note that exempting hydrogen powered vehicles, or those using other QW
carbon fuels, from paying RUC raises a range of practical matters that'make
implementation of this policy more complicated than for EVs

agree that the discussion document include the following'matters for
consultation:

13.1 that hydrogen powered vehicles be exémpted from'paying RUC in Yes / No
order to promote the use of low carbon-ftiels

13.2 a proposed end date for a hydregen’ powered*vehicles RUC exemption Yes / No
of 31 March 2030

13.3 Waka Kotahi be able to,exempt-heavy trailers that are towed by Yes / No
vehicles using low carbon fugls that are exempted from paying RUC

13.4 whether it is necessary, and technically feasible, to use RUC Yes / No
exemptions/onpartial rates to promote the use of biofuels

note that vehigles (known'as plug-in hybrid electric vehicles) that use both
petrol that.is,stbjectto_fuel excise duty (FED) and are also powered by an
externalisource of electricity are considered EVs and are currently exempt
fromRUC. Thesewwould be taxed twice and face high compliance costs to
claim back thecosts of FED paid once the RUC exemption ends

agree that discussion document include the following matters for
consultation:

1511 allow a lower rate of RUC for specified light vehicles to offset any FED Yes / No
paid as part of the vehicle’s normal operation

15.2 allow partial rates of RUC (for example 50 percent) to be charged as an Yes / No
alternative to providing a full (100 percent) exemption from paying RUC
in order to recognise lower emissions of specified types of vehicles (for
example light EVs)

advise the Ministry if you would like to make any public announcements on

these decisions, in advance of their being considered by Cabinet Yes/No
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PROPOSED AMENDMENTS TO THE ROAD USER CHARGES
LEGISLATION TO INCREASE THE UPTAKE OF LOW EMISSION
VEHICLES

Background

Road user charges are an integral source of land transport revenue

1. Under the Road User Charges Act 2012 (the RUC Act), operators of all vehicles that
do not use a fuel that is charged fuel excise duty (FED)* (primarily diesel vehicles))or
are heavy vehicles with a gross vehicle mass (GVM) greater than 3.5 tonnes
(primarily trucks, buses and some trailers), are subject to road user charges-(RUC).
Currently, almost all RUC vehicles are diesel powered vehicles,tbut vehicles‘using
other fuels such as electricity, hydrogen and biodiesel? are also subject to'RUC. Light
EVs are currently exempt from paying RUC until 31 December 2021 andheavy EVs
are exempted until the end of 2025 as part of measures/to‘encourage people to buy
them.

2. The purpose of RUC, as set out in the RUC Act,is to4mp@Se charges on vehicles for
their use of the roads that are in proportion to/the(costs-that,the vehicles generate.
Vehicles paying RUC must purchase and display RUCHicences, which are bought in
advance of travel and in units of 1,000 km, The cost.of a RUC licence increases with
the vehicle’s weight and varies with thé)number{ofiaxles (See Table 1 below). To
date, the costs that RUC vehicles facethave related to the vehicles’ use and damage
to the road network?,

3. In the 2019/20 financial year'RUC contributed $1.8 billion in revenue to the National
Land Transport Fund out-ef a total of$3.9 billion revenue. Of this, 800,000 light RUC
vehicles contributed $700 ‘million, white 190,000 heavy vehicles (including trailers
towed by heavy vehiCles) contributed $1.2 billion.

4. During 2019 and, 2020 we provided advice on the use of RUC exemptions to support
the greater use of EVs®.Except for a few matters discussed further in this paper,
these did.net result in Ministerial decisions. None of the matters raised in this paper
have been considered or agreed by Cabinet.

RUC exemptions could.contribute to decarbonising land transport

5. Greenhouse gas emissions from transport are nearly all carbon dioxide (CO.) and
transport is responsible for 47 percent of total domestic CO2 emissions.® New Zealand

1 Petrol, CNG and LPG fuels include Fuel Excise Duty (FED) in the price when sold.

2 Ethanol, a biofuel, is the only transport fuel that is not subject to RUC or FED.

3 As well as weight, RUC rates a portion to cover common costs for things like road markings and damage from
non-vehicle related events, such as weather-related damage. Common costs make up most of the costs of RUC
for light vehicles. Vehicles need to have a GVM over about 10 tonnes before damage to the road, and therefore
weight costs, become important.

4 0C190747, OC200060, OC200211, OC200520 and OC200526.

5 For all greenhouse gases transport accounts for 21 percent of total domestic emissions. The other major
emitting sectors are agriculture (47.8 percent), energy (19.6 percent), industrial processes (6.5 percent) and
waste (5.1 percent).
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cannot achieve its net zero carbon target by 2050 in the 2019 amendment to the
Climate Change Response Act 2002, without largely decarbonising transport.

The Government Policy Statement on Land Transport 2021 (the GPS) makes climate
change a strategic priority. This recognises the need for investment decisions in the
land transport system to align with the targets in the Climate Change Response Act
2002, which require carbon dioxide (CO2) emissions and other greenhouse gases®,
except biogenic methane, to reach net zero by 2050. It means investments that
reduce emissions and transition the transport system to lower emissions will be
prioritised for funding from the National Land Transport Fund.

The Government has been promoting the use of EVs specifically, and low emission
vehicles including hydrogen powered vehicles more generally, as a key part of a
transition away from fossil fuels for the transport sector. In the absence of any other
direct financial incentives, the RUC exemptions for light and heavy EVs have been
the primary tool to support the uptake of low carbon fuel technology to datel We
estimate that in 2019 around $10 million and in 2020 approximately $15(million of
revenue was foregone due to the EV RUC exemptions’.

Vehicles powered by low carbon fuels are currently more _expensivethan their fossil
fuel counterparts. They either require the use of fuels\that aredmore expensive to
purchase, such as biofuels, or require the purchase-6f new and‘more expensive
vehicles, as in the case of EVs. In the case of hydrogen,.bath the vehicles and the
fuel are significantly more expensive than diese€l or electri¢ alternatives. These costs
are expected to reduce as global production,increases and technology matures, but
at this stage that timing is very uncertaitProviding an exemption or reduced rate of
RUC could help support these fuels while-thisdransition is occurring. It could form part
of a broader package of measures that willbe censidered for the first whole-of-
government Emissions Reduction Plan underthe Climate Change (Zero Carbon)
Response Act 2019. An exemption alse-signals that the Government is prioritising the
issue of climate change.

But changing the RUC system comes With costs and risks

10.

Although the light EV RUC'exemption has been in place since 20092 and the heavy
EV exemption-has been, in place since 2016, there has not been a formal assessment
of the effectiveness af RUC exemptions at promoting the uptake of EVs.

RUC exemptions, on their own, are a relatively inefficient tool to reduce carbon
emissions._The cost in foregone RUC revenue per tonne of carbon dioxide avoided
varies hy.fuel type and vehicle weight. As shown in Table 1, the costs of replacing a
fossil'fuelled vehicle with an electric vehicle ranges from around $260 per tonne of
carbon for a light diesel vehicle to over $430 per tonne of carbon for a large diesel
truck towing two trailers®.

61n 2018 gross greenhouse gas emissions were made up of 44.5 percent carbon dioxide, 43.5 percent methane
9.6 percent nitrous oxide, and 2.4 percent fluorinated gases.

7 At the end 2019 there were roughly 19,000 and at the end of 2020 there were roughly 24,000 EVs in the fleet.

8 Light EVs were originally exempted from paying RUC in 2009 through an amendment to the then Road User
Charges Act 1977. The exemption was extended again in 2012 due to relatively low uptake and extended again in

2016.

9 The calculations for tonnes of carbon avoided do not included any CO- emissions from the electricity sector (for
example, from coal or geothermal plants used to generate electricity). Including these would raise the costs per
tonne of CO2 avoided further.
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Table 1 Costs to reduce CO, emissions through a RUC exemption.

Light petrol | Light two Two axle diesel Very heavy
vehicle diesel axle passenger bus diesel truck with
truck (GVM > 12T) two trailers
(GVM 9-12T) (GVM 55T)
Average travel (km per 11,000 20,000 50,000 150,000
annum)
Fuel use (1/200 km) 9.5 25 40 55
Fuel used (L per annum) 1,045 5,000 20,000 82,500
COz emitted (T per annum) 2.6 134 53.5 220.7
Cost of RUC (per 1,000 km) $76.00 $172.00 $315.00 $630.00
Total RUC revenue $836.00 $3,440.00 $15,750.00 $94,500.00
foregone (per annum)
Cost per tonne of CO: $326.53 $257.20 $294.39 $428.21
avoided (in foregone RUC
revenue)

11.

12.

13.

14.

15.

We have not been able to assess whether there are other apportunities where it
would be more efficient or effective to expend National Land Aransport Fund (NLTF)
revenue directly to reduce carbon emissions ratherthan forego RUC revenue.

Extending the RUC exemption for EVs for a further period; or broadening it to cover
other fuel types:

12.1. comes at a cost in terms of reduced revenue for the NLTF. Any revenue loss
from RUC exemptions willincrease(the pressure on the NLTF. The revenue
not collected (foregone)rom a RUE ‘exemption will need to be balanced
against the Government’s existing GPS investment priorities that may need to
be deferred or delayed as a.result of the reduced revenue.

12.2. risks underniining thegkey principle of the RUC system, that vehicle owners
should payferthe use of roads including pavement damage.

Over the next two to three years while the numbers of EVs are still a small proportion
of the vehicle fleet,\the foregone revenue from RUC exemptions is unlikely to be
large, relative torthe fotal NLTF revenue (foregone revenue was around $10 million in
2019 and $15 million in 2020). However, the amount foregone is expected to increase
over time as the'number of exempted vehicles increases (see Table 2 below). We
expect that'the rate of increase of low emission vehicles will also be affected by the
presence’(or absence) of other actions by the Government to support low emission
vehicles. The other actions will also affect the levels of RUC revenue foregone.

Asxvell as risking revenue loss and long term revenue stability, broadening the types
of vehicles that are exempt from RUC may risk the current consensus with the road
transport sector on RUC. Broadly, road users have accepted almost annual increases
to RUC (and fuel taxes) as well as the idea that heavier vehicles should pay more
because they cause more damage to the roads. This consensus is in stark contrast to
other jurisdictions where there can be significant protests and unrest when fuel taxes
are raised, or where taxes have not been able to be raised, often for decades.

The Road Transport Forum, which represents a large part of the road transport

industry, advises it would not support extending the RUC exemption to other fuels
because it would undermine the principles of the RUC system that vehicle owners
should pay for the use of roads. It is also concerned at a potential decline in funds
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available for building and maintaining transport infrastructure and the likelihood of
additional increased costs for its members to offset the expected revenue loss.

Structure of this paper

16.

17.

18.

This paper covers a wide range of topics relating to possible amendments to the RUC
Act and is necessarily quite lengthy. To help with readability, it is structured into
distinct parts.

16.1. Extending the end date for the existing RUC exemption for light EVs

This section discusses the relatively minor change to the end date for the light
EV RUC exemption. This change can be made by regulation and needs te/e
implemented before the end of 2021 to give sufficient notice to potential EV
purchasers. If an extension to the exemption is to be made, amendent
regulations should proceed separately from the other maiters outlined in this

paper.

16.2. Amending the RUC Act to enable the end date.for theexisting RUC
exemption for heavy EVs to be extended

This section discusses a relatively miner antfendment to the RUC Act to enable
the end date of the heavy EV RUC exemption to be set more than five years in
advance.

16.3. Amending the RUC Act to enable the creation of a RUC exemption for
vehicles using low carben fuels ather‘than electricity, such as hydrogen

This section discusses,a rangeof-possible substantive changes to the RUC
Act, including to its_ purpose, te allow hydrogen powered vehicles to be
exempted frompaying RUC“Fhese changes would allow exemptions from
paying RUC to be.enabled.for vehicles using fuels other than electricity.

16.4. Amendingdhe RUE.Act to enable the creation of partial RUC rates for
vehicle using tew carbon fuels

This section discusses a possible substantive change to the RUC Act to
enableSetting RUC rates that take into account the carbon content of the fuel
beingiused. This would enable rates to be set lower for vehicles using low
carbon fuels, rather than fully exempting them from RUC.

With thelexception of the amendments to the light EV RUC exemption, which we
propose proceeds immediately, we propose that all other aspects in this paper are
first subject to public consultation through a discussion document, rather than
proceeding directly to consult on draft legislation. If you agree, we would prepare a
discussion document for public consultation that covers the matters set out in this
paper (and its companion). You would then seek agreement from Cabinet to publicly
release this discussion document.

In many cases this paper does not make strong recommendations on if, or how, the
possible amendments (other than the amendments to the light EV RUC exemption)
would be implemented. Instead the content of this briefing is intended to show that
there is justification for considering amendments that could be consulted on. Final
recommendations for changes and confirmation of the detail of the possible
amendments would then be subject to a separate report back to Cabinet at a later
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date. This report back would also include a cost-benefit analysis of options, impacts
on revenue collection and implementation costs.

Under this proposed approach we would expect to have any recommendations for a
RUC amendment Bill for you to take to Cabinet by mid-2022. We expect the final
package of amendments would be ready to put in place in 2023, though timing
depends on Parliament’s prioritisation of the Bill. An initial bid for a RUC bill to be

introduced in 2022 has been made [0C210006 refers]. GG
|

withheld to protect confidential advice to government
We have worked with several departments in preparing this paper. Waka Kotahi, the

Ministry of Business Innovation and Employment — Energy team, and the Energy
Efficiency and Conservation Authority support the proposals and recommendations.

PART 1: EXTENDING THE END DATE FOR THE EXISTING LIGHT EV
RUC EXEMPTION

There have been several extensions to the light EV RUCE&xemptions/since it was
introduced in 2009

21.

22.

As noted, light EVs were originally exempteddrom paying'RUC in 2009. In 2016, as
part of a wider package of measures to promote EVs, the'light EV RUC exemption?®
was extended again and, unless amended; will endon 31 December 2021.

The number of light EVs in our fleet has been rising steadily since 2016, but at around
0.6% of the light vehicle fleet, numbers are-still well short of the uptake target of EVs
being two percent of the lightvehicle fleet.by 31 December 2021.

Electric motor vehicle fleet size
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Il Heavy, BEV, Goods van/trlick/utility BBl Light, BEV, Campervan Bl Light, FCEV, Passenger car/van
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Data from Waka Kotahi NZTA MVR database

Figure 1 Number of electric vehicles in NZ

23.

When Cabinet set the current end date for the light EV RUC exemption in 2016 [CAB-
16-MIN-0108.01 refers] it agreed that light EVs be exempt from RUC until they

comprise two percent of the light vehicle fleet with a target that this would be reached
by the end of 2021. Although the goal for when the exemption would end is frequently

10 Heavy EVs were also exempted from paying RUC as part of the 2016 package, with an initial end date for the
heavy EV RUC exemption of 31 December 2025. The legislative ability to exempt heavy EVs from RUC is
separate from light EVs. Heavy EVs are discussed separately below.

UNCLASSIFIED
Page 10 of 22



24.

25.

26.

UNCLASSIFIED

described as when the fleet reaches 64,000 vehicles, this figure is not mentioned in
the Cabinet Paper or decision. For simplicity, the RUC regulations used the date of 31
December 2021 for the exemptions to end for light EVs.

The 2016 Cabinet Paper recognised the uncertainty of when a two percent target
would be reached for both light and heavy EVs and agreed that there would be a
report back in 2019 on the need for further changes to the end dates for the RUC
exemption. We provided advice to Ministers on options for amending the light EV
RUC exemption in 2019 [OC190747 refers] but no changes were agreed at that time
and no report back was made to Cabinet. The decision not to make changes to the
exemption end date for light EVs reflected Ministers’ expectations at that time that the
Clean Car reforms would replace the RUC exemption for light vehicles. The Clean
Car reforms were not implemented and the EV RUC exemption remains the only form
of direct financial incentive to encourage EV uptake.

It is very unlikely that the size of the EV fleet will be close to two, percent ofithe light
vehicle fleet by the end of 2021. We expect that there will be around 30,000 to 34,000
light EVs in the fleet by the end of 2021 (see Table 2 below); which wauldbe less
than one percent of the light vehicle fleet.

Because the fleet continues to increase in size, two.percent of the light vehicle fleet in
2021 would be around 80,000 vehicles, not 64,000-By 2026, two percent of the light
vehicle fleet would be almost 90,000 EVs. Not,accounting\for any further economic
disruption caused by COVID-19 and not considering the impact of other policy
changes (such as the Clean Car reforms onpotential extensions to the RUC
exemptions themselves), the Ministry projects wewould reach 90,000 light EVs in
2024 or 2025. The recent Cabinet detision [CAB<21-MIN-0004 refers] to establish a
light vehicle CO, target for 2025, together with the potential for incentives to be
implemented in the coming year, would be expected to increase EV uptake. We
cannot yet estimate the potential'scalewofithe impact on EV uptake until decisions on
the scheme’s design are made:

Table 2 Ministry projections.for fight EV/-uptake 2020 — 2030 and impacts on revenue loss
and CO2 emissions

EV EV Tonnes of
Year Number of EVs Percentage | Percentage | Travel (millions E::,g;‘::g I(Q;l c grgizﬂr::
(range) of fleet of fleet of km) kb

(Slow case) | (Base case) milkion) an?;)ez chae
2016 | 2,473 \V' ' 0.07% 9 $0.60 2,000
2017 | 6,130 R 0.18% 31 $2 7,000
2018 | 11,590 RN\ ad 0.33% 70 $5 16,000
2019 | 18,447 S\ 0.50% 121 $10 28,000
2020 24,0,(4/ - 0.63% 200 $15 51,000
2021 [ 307000 to 34,000 0.76% 0.86% 300 to 350 $20 to $25 76,000
2022 | 37,000 to 47,000 0.89% 1.13% 350 to 450 $25 to $30 107,000
2023 | 47,000 to 63,000 1.10% 1.48% 450 to 650 $35 to $45 150,000
2024 | 59,000 to 81,000 1.35% 1.86% 650 to 900 $45 to $60 208,000
2025 | 72,000 to 104,000 1.62% 2.34% 850 to 1,200 $60 to $85 283,000
2026 | 89,000 to 135,000 1.98% 3.00% 1,150 to 1,650 $80 to $115 382,000
2027 | 108,000 to 175,000 2.38% 3.86% 1,450 to 2,200 $100 to $155 514,000
2028 [ 132,000 to 227,000 2.89% 4.98% 1,800 to 2,900 $125 to $210 681,000
2029 [ 164,000 to 292,000 3.58% 6.37% 2,300 to 3,850 $160 to $275 891,000
2030 | 206,000 to 373,000 4.48% 8.12% 2,900 to 4,950 $205 to $360 1,152,000
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' Foregone RUC revenue figures for 2016 — 2019 reflect actual vehicle data for those years. 2020 data is an estimate.
Calculations use the actual RUC rates applying in that year. Data from 2020 onwards assumes no change in RUC rates from
2020 rate of $76/1,000 km

2 Foregone CO, emissions estimates assume EVs replace average mix of petrol and diesel entering the fleet that year

Light EVs percentage of light fleet

9.00%
8.00%
7.00%
6.00%
5.00%
4.00%
3.00%
2.00%
1.00%

0.00% ~ N \ 4
2020 2021 2022 2023 2024 2025 2026 202°A 2028 2029 2030

Percentage of total fleet

e Base case - slow uptake — =s====Basgrcdse

Figure 2 Predicted uptake of light EVs.

Changing the end date for the existing light EVWRUC exemption is legislatively
straightforward

27. Extending the date for the end of the RUC gxemption for light EVs is straightforward.
It only requires a new regulation. This can\be.done by Cabinet approval and does not
require an amendment to the’RUC Act\While the legislation allows the end date for
the exemption to be extended by anyperiod, we need to consider how other policies,
and especially the Clean €ar reformsiwould impact on expected uptake of EVs and
whether any other directfinancial.incentives are provided to encourage the purchase
of EVs. In the absence of any. other financial incentives, it would be appropriate to
extend the RUC. exemptionstorencourage the uptake of EVs at least until the Clean
Car programme i$ in place:

28. We prop0se ‘extending the current light EV RUC exemption until 2025. This is when
we expectthe two percent of the fleet target to be reached. Extending the deadline
provides additional time for EV purchase prices to reduce and be closer in price to
internal combustion vehicles. It will provide a long runway for buyers so they can
make choiees now with certainty over RUC rates. A 2025 end date aligns with the
Govetnment’s ambition under the Clean Car Standard for the light vehicle fleet to
reach~105g CO; per kilometre by 2025. It would also align with the target for lowering
emissions in the first carbon emissions budget (2022-2025) established under the
Climate Change Response Act 2002.

29. While the end date for the exemption has previously been set for 31 December this is
a very impractical date to implement new policies as it falls during the holiday season.
A 31 March date would ensure EV owners are able to commence payment of RUC
from that date and ensures staff at Waka Kotahi and any other relevant organisations
are on hand to implement the move to payment of RUC.
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30.

31.

We propose that the end date for the light EV RUC exemption is extended until 31
March 2025, which is when we expect light EVs to reach two percent of the light
vehicle fleet. This regulation change would need to be in place before the end of
2021, and preferably sooner. This is so as to not discourage EV uptake in the interim
and to allow potential EV purchasers greater certainty around future operating costs.

We propose that this amendment regulation is progressed earlier and separately from
the rest of the proposals in this paper, as the other proposals require more
substantive amendments.

32.

There is a separate issue as to what the appropriate RUC rate for light EVs is once
the exemption ends and EVs are required to pay RUC.! Decisions on this do not
need to be made at this time if the exemption is extended. However, to charge a
different rate from the sole existing light vehicle RUC rate (currently $76/1,000.km)
would require a change to the RUC Act. This is discussed separately below

We propose to make two minor changes to RUC rates in regulations atd¢h&,Same time

33.

34.

There are two non-urgent and minor changes to the RUG, rates¢aid'by individual
classes of heavy vehicles that we recommend are jmade’by régulation at the same
time as the light EV exemption end date is amended_/These changes are part of
general RUC stewardship and only affect a smallihumber0f vehicles.

We will brief you separately on the detail,of'these minor changes to RUC rates, once
you confirm that you wish to amend the,light EV/RUC exemption regulation.

35.

We recommend that consultation.on two mifior changes to RUC rates is undertaken
as part of the process to amend, the end«date-for the light EV RUC exemption.

PART 2: EXTENDINGAHE END'DATE FOR THE EXISTING HEAVY
EV RUC EXEMPTION

There are differentissues for the heavy EV RUC exemption and extending this
exemption requires a change to the RUC Act

36.

37.

38.

There are cutrently less than 150 heavy EVs operating in the fleet (out of about
170,000 powered heavy vehicles, or less than 0.1 percent). While the numbers of
heavy E\S\are growing, they are not growing significantly. As with light vehicles, we
do nonhave any research on what impact, if any, the heavy EV RUC exemption has
had'on heavy EV uptake. Also as with light EVs, the Cabinet decision in 2016 was
that heavy EVs should remain exempted from RUC until they made up two percent of
thé heavy vehicle fleet.

Because of the very low rates of heavy EV uptake, both here and internationally, our
projections for future uptake of heavy EVs remain highly uncertain. We expect the

total heavy vehicle fleet to grow to approximately 215,000 powered vehicles by 2030.
Of these, we estimate there may be between 1,000 and 3,300 heavy EVs in the fleet
by 2030, which would be between 0.5 and 1.5 percent of the total heavy vehicle fleet.

Because RUC rates for heavy vehicles increase significantly with weight, the amount
of RUC paid (or foregone) by an individual vehicle can be significant. Not having to

11 wWe provided detailed advice on this in 2019, OC190747 refers.
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pay RUC can make a significant difference to the viability of heavy EVs in commercial
uses. This is particularly the case for electric buses, which are significantly heavier
than their diesel counterparts and so would face higher RUC costs for the same task.
For example, a two-axle double decker electric bus should pay up to $750/1,000 km
in RUC, and most single deck electric buses would pay around $500/1,000 km
compared to $320 per 1,000 km for most single deck diesel buses.

While the RUC saving is important, if a vehicle travels 50,000 km and pays
$500/1,000 km a year that implies a $25,000 saving per annum. This is beneficial, but
is still a relatively small amount against an e-buses’ expected purchase price
premium of $300,000 — $400,000*? over a diesel bus, unless the exemption is
extended past 2025.

Unlike with the light EV RUC exemption, the power to extend the end date for the
heavy EV RUC exemption is constrained in the RUC Act. The Select Committee that
considered the Bill in 2016 modified the provisions from those that apply tolthe light
EV RUC exemption. The Select Committee’s changes mean tha_the end.date for the
heavy EV RUC exemption can only be extended by up to fiveyears from the date the
new regulation (Order in Council) is made. This has the effect'that a«egulation made
on 31 March 2021 would extend the exemption end date.until 3% March 2026. This is
less than a year later than the current end date of 31 Reeember 2025. Delaying
making an amendment until closer to 2025 remains“an option, but would not give
certainty to those purchasing heavy EVs now.

In August 2020 [0C200211 refers]*® the then Ministér of Transport agreed the
Ministry should develop a Cabinet paperand related documentation to amend the
RUC Act in order to enable the heavy\EV-RUE exemption end date to extend past
2025. Since the Minister’s decision} funds tevdecarbonise the bus fleet and to expand
the existing Low Carbon Vehicle Contestablefund have been proposed. If these
funds are established we wodld néed te-cansider if a RUC exemption for heavy EVs
remains the most effective wayto support heavy EV uptake.

42.

We propose to consuit on an option that the RUC Act is amended to enable the heavy
EV RUC exemption'to. be extended for more than five years.

An end date for the.new heavy.vehicle RUC exemption would need to be agreed

43.

44.

Assuming/the Act is'amended, then a separate regulation would be needed to set the
new date that the exemption for heavy EV RUC would cease. If the heavy EV RUC
exemption is\to-provide a meaningful incentive, it needs to be extended for more than
the period-proposed for light vehicles. We advised the previous Minister that an
exemption of less than five years is not likely to have a significant impact on the
uptakeof heavy EVs. This is because electric trucks and buses have a lead time of
up to.fwo years from ordering to starting operation and require a longer period to
offset the higher upfront costs. However, the longer the RUC exemption stays in
place, the greater the risk to revenue for the NLTF.

We propose to consult on an option that the end date for the heavy EV RUC
exemption is extended to 2030. This would be nine years from 2021 effectively giving
a five year extension. A 2030 date would balance businesses’ need for certainty over
long term costs of operation, against the risks to foregone revenue for the

12 A conventional two-axle diesel bus costs around $400,000 while an electric bus costs around $700,00 -
$800,000.

13 Although it was submitted in May 2020 OC200211 was discussed in several meetings it was not signed until
August 2020.
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Government. The end date would still be able to be reviewed and amended again
closer to 2030 if this was considered necessary.

It is very difficult to estimate the amount of revenue that would be foregone as a result
of extending the heavy EV RUC exemption end date until 2030. It depends on the
types of heavy EVs that are purchased (heavier vehicles pay more) and how far they
travel (larger vehicles tend to travel more). We expect that because of the physical
size of battery packs and the limited range of heavy EVs compared to diesel vehicles,
heavy EVs built with current technology will be relatively light (less than 20T GVM)
and travel less distance than average heavy diesel vehicles.

We roughly estimate that an extension to the RUC exemption to 2030 for heavy EVs
(not including trailers which are discussed below) would lead to between $10 and.$30
million of NLTF revenue being foregone in the year 2030 (see Table 3 below). This
equates to a cumulative total of foregone RUC of between $30 million and $95 miillion
by 2030. These amounts are in addition to the anticipated revenue that willlbe
foregone from the existing heavy EV exemption between 2020.and 2025 which we
estimate will total between $3.5 and $8.4 million in 2025.

47.

We propose to consult on an option that the heavy EVVRUC exemption is extended to
31 March 2030.

PART 3: BROADENING THE RUC EXEMPTION._TO INCLUDE OTHER
LOW CARBON FUELS

Broadening the RUC exemption to include hydrogen vehicles requires fundamental
changes to the RUC Act

48.

49.

50.

Along with EVs there issincreasingtinterest that vehicles that use low carbon fuels,
and especially hydrogernfuel-cell,electric vehicles'* (HFCEVs), should also be exempt
from RUC. This exemption is/not possible without amending the RUC Act as only EVs
charged from an éxternalsource of electricity are covered by the wording of the
existing exemption.

The 2016 Cabinet paper stated that the EV RUC exemption was a “transparent and
efficient way ofsproviding a financial incentive to encourage consumers and
businesses te.opt*for EVs over equivalent conventional vehicles”. The RUC
exemption was intended to temporarily promote the uptake of EVs until their purchase
cost fell.tova level closer to conventional internal combustion engine vehicles. Cabinet
did net extend the RUC exemption to include HFCEVs at that time, as they were
considered experimental technology. There are only three HFCEVSs in use in New
Zealand at this time. All are light vehicles.

HFCEVs currently have very limited supply and they are not yet available
commercially in New Zealand. As well as facing a shortage of supply HFCEVs have
high purchase prices and higher fuel costs compared with conventional petrol and
diesel vehicles or equivalent sized EVs. This, combined with other technical and
financial obstacles to deploying the fuelling infrastructure, means that HFCEVs are
expected to require a high degree of support and for longer than EVs, before they

14 Wikipedia defines a fuel cell vehicle (FCV) or fuel cell electric vehicle (FCEV) as an electric vehicle that uses a
fuel cell, sometimes in combination with a small battery or super-capacitor, to power its on board electric motor.
Fuel cells in vehicles generate electricity generally using oxygen from the air and compressed hydrogen. In
principle, a hydrogen fuel cell functions like a battery, producing electricity, which can run an electric motor.
Instead of requiring recharging, however, the fuel cell can be refilled with hydrogen.
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become commercially viable. RUC exemptions alone are unlikely to increase the
uptake of HFCEVs, especially in this early phase of deployment given the other
constraints. In addition, and unlike heavy EVs, hydrogen vehicles are not likely to be
significantly heavier than diesel vehicles and so would not face higher RUC costs for
the same task.

Although HFCEVs were not made eligible for a RUC exemption in 2016, they were
made eligible for support from the Low Emission Vehicles Contestable Fund
(LEVCF). The LEVCF was established as part of the 2016 amendments and is
administered by the Energy Efficiency and Conservation Authority (EECA). The
HFCEV bus being built for Ports of Auckland has received support from this fund as
part of a $250,000 package. In addition, several hydrogen projects have received
support from the Provincial Growth Fund, although none of the projects have
supported the transport sector directly.

If the intent of creating a new RUC exemption is to provide assistance to thie,newly
establishing hydrogen industry, then direct financial assistance-from funds-such as
the LEVCF (and the funds referred to in para 41) could be p{ovided mare ‘rapidly than
support that requires the Government to amend the RUC-Act ‘before-it.can be
provided. RUC exemptions are also expected to be mere,important as a tool to
support uptake when technologies are nearing commefcial viability, but costs are not
guite at parity with fossil fuel (or electric) vehicle costs. Wesconsider this gives us time
to consider the advantages and disadvantages of/a"RUC.exemption for HFCEVs
before making such a major change to the RUC Act.

If it is intended that HFCEVs should be.gligible feryan‘exemption from RUC because
they are essentially EVs (though the electricity/is¢provided via a fuel cell charged from
hydrogen rather than stored mains power) the most straightforward option would be
to amend the definition of EVs in the'RUC\Act. This would broaden the definition of
both light and heavy electric¢RUE vehigle? to include vehicles where the electricity is
created from hydrogen. This\would énable HFCEVs to be exempt from RUC under
the same conditions and timing as‘EVs. While simple, this approach would not allow a
different timeline for the exemption for HFCEVs than for EVs. Because HFCEVs are
not expected to be economically:viable on the same timescale as EVs, we do not
recommend this.approach:

Broadening the RUG-exemptien to include HFCEVs would need a clear rationale and public
consultation

54.

55.

Creating a broader power to exempt HFCEVSs (or a vehicle using any other low
carbon fuel)xfrom paying RUC independently from EVs would require a substantive
amendfent to the RUC Act. This is because creating a wider exemption would not be
consistent with the Act’s current purpose, which relates to recovering costs that are in
propartion to the costs that the vehicles generate!®. We also consider that the
tationale agreed by Cabinet in 2016 for creating the EV RUC exemption (paragraph
49) would not apply. An exemption from RUC would not be expected to enable
businesses and consumers to opt for HFCEVs over conventional vehicles, or EVs,
while the technology remains in extremely limited global supply.

It would be more sensible to allow for the consideration of matters such as CO;
emissions generally when setting RUC rates, rather than seeking to create a specific
exemption for hydrogen. This would enable the Government, when setting RUC rates,
to consider any low carbon fuel or technology. This type of amendment would

15 The existing EV RUC exemption may also be considered to be inconsistent with the Act’s purpose, but the
exemption has already been agreed by Parliament. Further extending the scope of RUC exemptions, without
providing a clear mandate in the purpose, would be considered poor practice.
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improve long term policy coherency. To achieve this, an extra criterion to consider
when setting RUC rates would be needed.

The purpose of the RUC Act could be amended to include wording such as: to
impose charges on RUC vehicles for their use of the roads that are in proportion to
the costs that the vehicles generate while also considering the contribution to meeting
the emissions reduction target in the Climate Change Response Act 2002.

57.

We propose to consult on amending the purpose of the RUC Act to state that it is to
impose charges on RUC vehicles for their use of the roads that are in proportion to
the costs that the vehicles generate while also considering the contribution to meeting
the emissions reduction target in the Climate Change Response Act 2002.

58.

59.

60.

The key risk from a change to the RUC Act’s purpose to consider CO, emissionSyOr
similar language, in setting RUC rates is the long term risk to RUC revenue. If the
policy worked, and led to a greater percentage of travel by vehicles using low carbon
fuels, it would lead to decreased revenue (unless costs to othervehicle types were
raised). As noted, there is likely to also be opposition from the'road transport sector
about the move away from a damage-based cost modelas road damage is not
affected by fuel type.

NLTF funding is already expected to be under pressure to,deliver all of the priorities
signalled in GPS 2021. Any revenue lost fromanexemption will increase the
pressure on the NLTF and therefore an exemption should be balanced against the
GPS 2021 investment priorities that may,be\deferred or delayed as a result. This
suggests that if a new power is created\ta_enablethe ‘Minister to set differential rates
according to the emissions contribution of a vehicle, there should also be explicit
consideration of the impacts on expenditure™in the GPS from the foregone revenue.

Consulting on a discussion document,«cather than draft legislation, would allow an
opportunity to gather furtheninformation, for a cost benefit analysis before preparing
final legislation.

61.

We propose to cansultation,on_ amending the purpose of the RUC Act, along with the
other amendments/discussedhin this paper, will be subject to consultation through a
discussion document. qhiswwill ensure that the changes are workable and have a
degree of public suppert before any changes are recommended to the RUC Act.

62.

63.

Potentially, the‘approach of setting RUC rates could also enable rates to be set at a
higher level for.some vehicle or fuel types to discourage their use. It would also be
possible to_consider factoring in other damage costs, such as those from noise or air
pollutions,when setting RUC rates. This is not proposed at this time due to the
potential complexities of agreeing such costs, but we do propose that the idea of
creating the ability to be able to consider a range of environmental costs, other than
CO; emissions, is included in the options for consultation.

If environmental costs were to be considered when setting RUC rates we would also
need to consider how such costs could be recovered from vehicles paying FED in
order to ensure equity between fuel types.

64.

We also propose to consult on whether other costs associated with RUC vehicles,
such as noise or harmful emissions, should be able to be considered when setting
RUC rates.
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Providing a RUC exemption for HFCEVSs requires a range of decisions

65.  As with the discussion above about extending the heavy EV RUC exemption, there is
a separate gquestion of what dates an exemption from RUC should apply to HFCEVSs if
they are exempted. Decisions on the timing of the end date for any exemption and
whether the exemption would apply separately to light and heavy vehicles, as
happens now with EVs, would need to be made. While such matters are expected to
be set in regulations that are enabled by the Act, it is likely the policies will need to be
developed in parallel.

66. We have modelled the costs of extending the RUC exemption for HFCEVs and for
heavy EVs and these are set out in Table 3 below. We have little information to
predict HFCEV uptake as they are not yet for sale on a commercial basis. The upper
bound figures are based on a scenario created by Hiringa Energy Ltd (Hiringa)
Hiringa is a Taranaki-based company that is very actively involved in promoting
hydrogen and plans to manufacture and use hydrogen including as a transpert fuel in
New Zealand. The lower figures are based on a scenario that-assumes HFEEVs
follow the same uptake path as heavy EVs. Under present dnderstanding, both
scenarios are likely to be optimistic. If a RUC exemption.was to be ‘previded, these
scenarios suggest that it would be appropriate to consult\on exempting both light and
heavy HFCEVs until 2030, in line with the proposed-heavy ENARUC exemption
extension. It is very difficult to predict when HFCEV technelogy will become
commercially viable and so exemptions may need to be-amended later.

Hiringa has proposed that trailers towed by exemipted vehicles also be exempt from RUC

67. Heavy trailers (those with a GVM oyer3.5 tonhes) that are towed by trucks are
required to pay RUC separately frem the trGck'®. The RUC exemption for heavy EVs
only applies to the powered vehicle and 0t to a trailer being towed by an exempt
vehicle.

Figure 3 Example of typical combination of truck with two heavy trailers

68. To date_only'one!” heavy EV is being used to tow a heavy trailer, but it is expected
that especially in the initial stages of deployment, HFCEVs will be large trucks towing
onewentwo trailers. Hiringa has publically proposed that the trailers being towed by
éxempted HFCEVs should also be exempted from paying RUC. This would make the
usé of HFCEVs more commercially viable. We would expect that without an
exemption, a vehicle combination with two trailers, similar to that shown in Figure 3,
would pay RUC of around $300/1,000 km for the truck unit and a further amount of
roughly $300/1,000 km for each of the trailers. An exemption from RUC for the trailer
units, whether towed by a heavy EV or HFCEV, would therefore provide significant
RUC savings to the operator.

16 Depending on the number of axles and GVM, heavy trailers of the type commonly used for carrying freight pay
RUC in the range of $70 - $350/1,000km.

17 An Auckland firm, ContainerCo tows a 40ft trailer with its EV (www.scoop.co.nz/stories/BU1911/S00235/first-
electric-heavy-vehicle-ehv-for-nz-roads.htm).
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69. A RUC exemption for unpowered trailers being towed by vehicles that were exempted
from RUC would require a separate amendment to the RUC Act. This exemption
would be significantly more complex to administer than an exemption for the powered
vehicle as, in normal operation, trailers are regularly switched between trucks.

70. It is difficult to assess whether an exemption for a trailer being towed by an exempted
vehicle would lead to any additional reduction in greenhouse gas emissions, than if
only the towing vehicle was exempted. Un-powered trailers, by definition, emit no
greenhouse gases themselves and so there is no reason to incentivise their uptake
on their own.

71. If it was agreed that the exemption should be extended, it may be appropriate to put
in place safeguards. These could include a requirement to digitally link the truck and
the trailer units so that exemptions were only provided to HFCEVs (or other RUC
exempt vehicles) that towed trailers fitted with approved electronic RUC devices.
Administering such safeguards would be reasonably straight forward whiledthere were
only a few HFCEVs in the fleet, but could become increasingly-complicated,and
expensive to administer as the numbers of exempted vehiclés-increased. it would
also move the RUC system further away from the principle of'recovering the costs of
damage imposed by vehicles.

72. We propose to consult on an option to enable RUC-€xemptions'to be provided to
vehicle combinations that include heavy trailers, where thedmotive power is from a
vehicle otherwise exempted from paying RUC

73. Table 3 shows the likely scale of revenuedoss ifdn exemption was also extended to
include heavy trailers.

Table 3 Summary of findings for potential amount of revenue foregone from different options
for RUC exemptions

Exemption | Exemption includés PMaximpup® = Maximum | Cumulative Cumulative
ending difference | difference | difference difference
from from (lower range) (upper range)
sStatus quo | status quo
(lower (upper
range) range)
2025 Electdc (Status quo) | 0 0 0 0
2025 EleCtric + Hydrogen | -$2M -$5M -$2M -$5M
2025 Electric4'Hydrogen + | -$2M -$5M -$5M -$10M
Trailers
Five additional years of RUC exemptions
2030 _| Electric -$10M -$30M -$30M -$95M
2030  _ \\Electric + Hydrogen | -$15M -$50M -$45M -$155M
2030 SElectric + Hydrogen + | -$15M -$55M -$55M -$185M
Trailers
Ten additional years of RUC exemptions
2035 Electric -$25M -$65M -$115M -$345M
2035 Electric + Hydrogen | -$40M -$115M -$195M -$595M
2035 Electric + Hydrogen + | -$50M -$135M -$225M -$700M
Trailers

The source of the hydrogen should be relevant to an exemption

74.

If the purpose of creating a RUC exemption for HFCEVs is to reduce climate change
emissions from the transport sector (as opposed to providing direct financial support
to an industry developing a new fuel), then the source of the hydrogen should be
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relevant. One method of producing hydrogen uses fossil fuels as the source, rather
than renewable electricity. Although HFCEVs using fossil fuel based hydrogen would
still be zero emitters during their operation, unless combined with carbon capture and
storage this option would not meet the test of reducing greenhouse gas emissions
expected to be in the proposed revised purpose.

If an HFCEV RUC exemption was modelled on the existing EV RUC exemption, it
would be universal. It would not be possible to determine the source of fuel for each
vehicle. For this reason, at least in the initial phase of deployment, when sources of
hydrogen cannot be ensured, individual licences may be required if this is considered
important. Licences would be more complicated to implement than a generic
exemption.

76.

We propose to consult on how to ensure only HFCEVs using hydrogen manufactured
from low or zero carbon sources are exempted from RUC.

Biofuels could also be subject to a RUC exemption or reduced rates ifthe purp0se)is
amended

77.

78.

If the overarching reason to reduce RUC for EVs and/HFEEVs iste.reduce carbon
emissions, it is reasonable to assume that there is acase for‘also*exempting or
providing reduced RUC rates for vehicles using biofuels®/While biodiesel can be
used in pure (100 percent) form it is more likely,ta be seld,as a blend with a relatively
low level (5 or 7 percent) of biodiesel blended*with mineral diesel.

Because biodiesel is expected to be sold‘in‘blends.at a retail level, we do not propose
extending any RUC exemption to alsovincludetbiofuels at this time. However, the
proposed amendment would enable this at(a-ater date if desired. It would still be
worthwhile to seek feedback onthis matteras there are currently no other forms of
direct support to encourage,thé use of hiodiesel.

79.

We propose to consuli‘on 'whether vehicles using biofuels such as biodiesel should
be exempted from RUC (or potentially pay a lower rate), and if so under what
circumstances.

PART 4: ENABLING, THE SETTING OF PARTIAL RUC RATES

Partial RUC ratesswguld help with the transition out of exemptions and address
concerns with dual fuel vehicles

80.

81.

RUGC-ates vary widely between vehicle classes, with the rates set based on key
variables that affect damage to the roads such as weight (GVM) and number of axles.
Hoewever, the legislation does not enable the rate to be set at a different (partial) rate
for a subset of vehicles based on fuel type within that class. The most likely reason to
want to set a partial rate would be to recognise the benefits to reducing CO-
emissions of using a low carbon fuel, but to not provide a full exemption.

By enabling partial RUC rates, it would allow vehicles such as EVs to move in the
future from the complete exemption (paying nothing) to paying RUC by, for example,

18 Bioethanol is also a biofuel. It is generally used in blends with petrol, and is exempted from fuel excise duty
when used as a transport fuel. However a heavy vehicle using bioethanol would still be required to pay RUC.
Bioethanol is not normally used as a replacement for diesel. However experimental heavy vehicles in Europe are
reported to use 100 percent bioethanol as a fuel in modified diesel engines. If these were used in NZ then then
the same policy issues would arise as with biodiesel.
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raising rates by twenty percent each year over five years. A graduated transition to
paying the full level of RUC is likely to minimise any backlash from EV owners. It
would also reduce the risk of deterring EV uptake during the transition.

Being able to set partial RUC rates for specific classes of vehicles would also address
a concern with plug-in hybrid electric vehicles (PHEVs)!. PHEVs operate on both
petrol and batteries charged from an external source of electricity. PHEVS are
currently exempt from paying RUC as they are considered EVs, though they pay FED
on the petrol they use. Around a quarter of the light EV fleet (5,864 out of 23,877
vehicles as at December 2020 (see Figure 1)) are PHEVs. Owners of PHEVs would
be ‘double taxed’ if they paid RUC and FED, once EVs are required to pay RUC.

Under the current legislation?® any FED paid by a PHEV owner is able to be refunded
if the vehicle also paid RUC. However, the refund process requires applicants to
collect and submit receipts and is a manual process. This is time consuming for Both
the applicant and Waka Kotahi. To simplify this, PHEVs could be charged @ redtced
rate of RUC, reflecting an average FED payment. Any reduced-RUC raté for'PHEVs
would be set to be revenue neutral over all and solely intendeehto reduce compliance
costs for these types of vehicles.

Providing a reduced RUC rate to PHEVs to offset the\FED payment would be
separate from any provision of a reduced rate intendéd to support EVs more broadly
(if one was established).

85.

We propose to consult on the option of epahling partial rates of RUC to be charged to
a specified class of vehicle and for specified periods of time (for example, to ease the
transition from exemption to paying RUC), wherethe vehicles are using fuels that
lead to reduced CO, emissions. Partial rates would be either to reflect the vehicle
class’s contribution to meeting the emissiens.reduction target, or the vehicle being
subject to both FED and RUC,

PART 5: CONCLUSIONS AND-NEXT STEPS

86.

87.

88.

We have not diseussed the/proposals in this paper with stakeholders outside of
Governmentand/ithereiisiikely to be a high degree of interest in the proposals in this
paper.

Public interestinpossible changes to RUC exemptions will be heightened by the
release of the Elimate Change Commission’s draft package of advice to Government
on 1 February'2021. For this reason you may wish to make a press release about
which policy options you wish to seek Cabinet’s agreement to consult on. Early
advice'on possible changes to the light EV RUC exemption will be especially
important for the uptake of light EVs. We can provide advice on preparation of a press
r€lease if requested.

If you agree we will prepare two Cabinet papers. The first would be for you to take to
Cabinet by April 2021. This paper would seek Cabinet’'s agreement to consult
immediately on the proposed amendments to the end date for the current light EV
RUC exemption and make two minor changes to RUC rates. Waka Kotahi would then
arrange for public consultation on these matters through its normal regulation
development processes. This usually takes six weeks to conduct. Subject to the

19 PHEVSs are distinct from ‘conventional’ hybrid vehicles such as the Toyota Prius. Conventional hybrid vehicles
cannot plug in to recharge their batteries and so are solely powered by petrol.

20 Land Transport Management (Apportionment and Refund of Excise Duty and Excise-Equivalent Duty)
Regulations 2004.
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outcome of consultation, we would expect to be ready to submit the necessary
documentation for Cabinet’'s agreement to the resulting regulation in July 2021.

We will also commence preparing a second Cabinet paper and draft discussion paper
to address the other issues set out in this paper and its companion on possible
technical amendments. Under the Cabinet Office Manual, Cabinet agreement is
required before we can publicly release a discussion document. The second Cabinet
paper would therefore seek Cabinet’'s agreement to publicly release a discussion
document. This would allow us to consult on the other proposals to amend the RUC
Act that are discussed in this paper and potentially identify any other changes that
may be desirable. We would expect that this Cabinet paper and discussion document
would be ready to provide to Cabinet in July 2021.

Once Cabinet has agreed to its release, we will work with Waka Kotahi to publicly,
consult on the discussion document. This consultation is likely to require extensive
engagement with stakeholders, including meetings and workshaps. We anticipate that
it will take at least six months to develop and refine the final package of preposed
amendments.

We would then return to Cabinet in 2022 to seek Cabinét's agreement to a final
package of recommendations for changes to the RUCAgt (and its regulations as
necessary). Once Cabinet has agreed the changes-any decision on the timing of the
amendments to the RUC Act is subject to agreement by Patliament. An initial bid for a
RUC bill has been made for it to be ready for‘drafting by Parliamentary Counsel
Office in 2022. We would anticipate the Bill\wvould take around 12 months to be
considered by Parliament, including a 6 mionth select'‘committee process.

Table 4 below sets out a suggested timeline-forthe two processes.

Table 4 Indicative timeline for policy,development and legislative amendments

Light EV RUC Uptake of low
exemption carbon vehicles
and other matters
Initial Cabinet Paperto agree April 2021 July 2021
consultation €an occur
Consultation on draft xegulation 6 weeks

Cabinet paper t0 seek agreement to | July 2021
make regulatign to.amend
exemption end date

Regulation,amending light EV RUC | August 2021
exemption end date signed

Consultation on discussion 4 — 6 months
document carried out
Briefing to Minister on outcome of Early-2022

eonsultation and agreement to any
policy matters

Cabinet paper to agree final Early-2022
package of amendments to RUC Act
and regulations

Drafting instructions be sent to the Mid-2022
Parliamentary Counsel Office or
other drafter.

Select Committee considers Bill 2022 -23

Bill passed into law 2023 - 24
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